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NY well-informed merchant, there is no intricacy here which the ordinary
physician, dentist, stock raiser, man may not hope to master.
“ Again, in accounting, the merchant is taught
garage proprietor, or other suc
cessful man, will readily admit that he should at some hour of each day make
the desirability of understand a clean deposit of his entire cash receipts for
ing and keeping accounts—he the preceding business day. His bank account,
has plenty of business reasons when this plan is carried out, provides in itself
for his view aside from tax mat a complete record of cash receipts. He is
ters. He is just as sure, however, that account taught, further, that all payments should be
ing, or bookkeeping, as he is more likely to term made by check, except small payments which can
it, is an unfathomable mystery; that a half hour be made from a fund which is provided originally
by a check drawn for that
a day on records would
purpose, and later replen
weigh heavier than all the
hard work required by his
ished by checks as the need
LEADING ARTICLES
arises.
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business or practice. He
cheers up a bit if you sug Accounting in Relation to the Income have a simple procedure,
Tax—Concluded
gest that his wife or daugh
easily learned, that is sure
Title-page
ter may be able to turn the
to provide many business
trick, as she often does.
benefits aside from aiding
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in the preparation of the
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“ One of the most funda
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witnesses, is proverbially
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short of accounting knowl
ples which the business
edge.
Minimizing Expenditures by Use of man must learn is the dis
“ This attitude of mind
tinction between a revenue
Budgets
must be changed or greatly
or
expense expenditure, in
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modified, if we are to levy
curred to secure income,
taxes—Federal and state—
Credit Letters
and an expenditure made
on an accounting basis.
to provide a permanent
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The business and profes
or capital asset.
Thus,
sional men of the coun
wages paid to a salesman
try should be willing, for business as well as are an expense, chargeable against gross sales
for taxation purposes, to devote some thought or other returns. An expenditure made to
to the matter of making a permanent account acquire a delivery truck, on the other hand,
ing record of their financial transactions. Ac is a capital expenditure, because an asset value
counting is largely a matter of applied arith remains after the expenditure is made. The
metic, depending in its practical phases upon expense of running the truck and of keeping
the processes of addition and subtraction. A it in repair, however, is an operating expense
number of business classifications are set up in which is a charge against gross returns or
accounts, and increases and decreases are shown profits. The wasting, or depreciation, of the
in respect to each classification. Thus, Cash is truck over the term of its life, say five years,
an accounting classification. Receipts of cash would also be an expense to be charged off
are set down on the left side of the Cash Ac against income during the five-year period. If
count and cash payments are set down on the this ratio were adopted, one-fifth of the value
right side. The excess of the receipts over the of the truck would be charged off as an expense
payments at any time should disclose the during the first year of its use, and four-fifths
amount of cash on hand and in bank. Certainly, of the value would remain. These matters are
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come ; to study the relation of ex
vital to the determination of the
pense
classifications to each other
proper amount of tax.
ace tudent
and
to
income; to consider the
“ Another fundamental distinc
September, 1920
valuation of assets of all classes,
tion made in accounting is be
tween the determination of income on an ac including, it may be, such intangible assets as
crual basis and on a receipt and payment basis. patent rights, copyrights and good-will; to de
termine the relation between working capital
(Continued) In determining profits and losses on an accrual
basis, all items which are earned are included, and the needs of his business; in short, to pon
whether or not they are actually collected in der on all the intricacies of costs and financing
cash; likewise,all expenses incurred are charged, that are raised when a silent partner enters the
whether or not they are actually paid in cash. business—a silent partner who is to share sub
The correct determination of profit and loss re stantially in the net profits of the business,
quires an understanding and use of the accrual which are to be determined on the basis of
basis. The business man should have this dis sound valuations and accepted accounting prin
tinction clearly in mind for business as well as ciples.
“ Merchants and manufacturers have had to
for taxation purposes.
“ These are some of the accounting principles study their inventories as they have never done
which the business man should learn. They are before; traders on the stock and the produce
all essential to the correct determination of the exchanges have carried with them a silent part
profit of a business and to the localization of ner who shared profits, but not losses; the in
losses. Many of them are essential to the de vestor has studied intensively securities in re
termination of a personal income, even though lation to net income; the purchaser of real es
such income does not arise in the conduct of a tate has considered minutely rent production
regular business. No business man should work and the advisability of borrowing money on his
without a first-hand knowledge of these prin purchases, as contrasted with investing the full
purchase price. In short, the American citizen
ciples.
“ The business man, who presumably learned has buckled to the task of studying income and
in school the fundamentals of English, has de finance, deriving, it may be, profit enough to
veloped his use of that subject for the purpose compensate him measurably for the heavy finan
of writing business letters and of selling mer cial burdens which he has cheerfully borne in
chandise. Why should he limit his use of arith order that the war might be successfully prose
metical processes, also learned in school, to the cuted.
“ Is it to be expected that the American citi
calculation of pounds of butter or yards of
cloth? Accounting is merely the systematic, zen, business man or professional worker as the
arithmetical recording of completed business case may be, will stop short in his study with
transactions, according to certain understand what he can learn from intensive observation
able principles. Accounting should be as much of his own problems? I think not. We are just
a part of the business man’s equipment as his at the beginning of an era in which all the
knowledge of the markets in which he trades, processes of production and all the procedures
and of the qualities of the wares in which he of trade and finance, domestic and foreign, are
deals. It should as certainly be a part of the to be subjected to the keen scrutiny of a people
equipment of the engineer and of the lawyer; who have just successfully concluded the great
and there are substantial reasons why the physi est feat of military organization and transporta
cian, the surgeon, and the dentist, who are pre tion that the world has ever seen. All of the
sumably less concerned with financial affairs, great energy of our people, turned with fresh
ened interest to the tasks of peace, will lay hold
should possess the same knowledge.
“ Students of commerce have expressed the of every scientific tool which promises to be of
opinion that the income and the excess-profits service.
“ First among these tools for business pur
taxes have already done more to educate the
American business public in the relation of poses is accounting—a science which, in its
costs to income, and in respect to the uses and larger phases, embraces organization and work
valuation of capital, than the combined writing, procedures, as well as the processes and meth
lecturing, and teaching which have been done on ods that are essential to recording business facts
these subjects in a generation. No responsible for tax and managerial purposes.”
manager of a business enterprise has failed dur
It is better to manufacture shrapnel for the pur
ing the last two or three years of heavy taxation
poses of war than to cultivate a sharp tongue for the
to study the difference between the accrual and purposes of social and business intercourse. The for
the receipt and payment basis of recording in mer has at least the merit of temporary legitimacy.
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Luther K.
Watkins,
C.P.A.

I’M considerably over
forty.
I’ve been a
bookkeeper and cleri
cal worker for many
years. I have a frag
mentary knowledge of
a good many phases of business.
Is it worth while for me at my age
to study Accountancy? Will there
be any chance of my marketing my
knowledge, once I get it? ”
Many times a month, somebody
asks these and similar questions of
some one of the executives of Pace
Institute. The best kind of answer
is suggested by a review of what
has been accomplished by Pace
graduates who did not begin their
studies till middle age and later.
Consider, for example, the case
of Luther K. Watkins, C.P.A., a
Pace graduate who is the head of
a successful and rapidly growing
Accountancy practice in Buffalo,
N. Y. Mr. Watkins is now fiftytwo years old.
He has been in
practice only three years. He com
pleted his studies only six years
ago, having begun them when he
was well over forty. He was handi
capped, too, by poor health and by
a position that kept him at a desk
from eight in the morning till six
at night. Yet he kept on with his
studies, utilizing every evening in
the week for over two years, and,
at last, by dint of dogged persis
tence, compelling success.
Mr. Watkins was born in Ohio,
the son of an English minister. He
was one of eight children, of whom
six are still living. Later, Mr. Wat
kins’s parents moved to Lockport,
N. Y., where Luther graduated from
the classical course of the local
high school, second in his class.
Let Mr. Watkins tell his own story
from here on:
“ It was my intention to con
tinue my studies in college and in
seminary, preparing to follow my
father into the ministry, but my
health was broken down when I left
school. In fact, in my last year at
high school, my nerves were in such
a condition that I had no right to
continue my studies. It was sev
eral years before I was able to do
steady work of any kind. I finally
recovered my health after four
years’ work on a farm, but never
expected to be able to do continu
ous mental work again.
“ I then sold nursery stock for a
few months, with only indifferent
success. Then I accepted an offer
of a job as clerk in a retail grocery
store, later coming to Buffalo in
the same work. After two or three
years of this work, I opened a re
tail grocery store under my own
proprietorship and management.
At the end of four and one-half
years I was compelled to quit with
heavy losses. Then I went to work
under a friend, selling goods to the
retail grocery trade in Buffalo. Af
ter a year or two, I was offered a
position as bookkeeper and office
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manager for the Security Storage
and Dray Company, which position
I accepted and held for several
years, leaving, when the proprietor
ship changed, to take a position as
assistant bookkeeper with the Ni
agara Gypsum Company, of Buffalo.
“ Just about the time of this
change, I learned through a news
paper item of the opening of the
Buffalo School of Accountancy giv
ing the Pace Course. I immedi
ately investigated the course and
found that it was not simply a book
keeping course, but a real school of
Accountancy. I was induced to en
roll largely on the recommendation
of Mr. H. S. Champlin, a certified

Luther K. Watkins, C.P.A.
Buffalo, New York

public accountant of Buffalo, in the
conservatism and wisdom of whose
judgment I had great confidence.
I enrolled in this course when past
forty years of age, with no imme
diate prospect as to where the
money was to be found to pay for
it. I was working at a bookkeeper’s
desk from eight a. m. to six p. m.,
with an hour at noon and no vaca
tion. My parents advised strongly
against attempting this night study
because of the very severe break
down in my health years before, but
I felt it necessary to do something
to improve my position, and I knew
that I had accounting ability, al147

though, as a matter of fact, I had
never given more than two or three
hours in all to the study of double
entry bookkeeping before entering
the Pace Course.
“ For the months during which
the school was in session I gave up
six evenings a week absolutely to
classwork or to study. I knew of
no particular reason why I should
take the law end of the work, but
inasmuch as it was part of the
course, I determined to take the
whole thing. I know now what a
very serious mistake it would have
been to omit the study of law. I
completed the course in June, 1913;
and in the meantime, I was ap
pointed business secretary of the
Buffalo Central Y.M.C.A. I found
in this work wide opportunity for
putting into practice the accounting
principles which I had learned, as
well as whatever executive ability
I possessed.
“ In June, 1913, I tried the New
York State examinations, for certi
fied public accountant, being one
of the six successful entrants out
of a total of one hundred and
thirty-four. In this same month,
I passed the final examinations in
the Pace Course. After passing the
state examination, I had strong in
clinations toward public practice,
but for various reasons deferred the
change, continuing in the Y.M.C.A.
work until January 1, 1917, when I
entered the public practice on my
own account, receiving the degree
of C.P.A. from New York State on
January 31, 1918.
“ I have never solicited work
anywhere, but my practice has
steadily grown.
During the first
year, I was able to do all my work
alone. In fact, I could have done
considerably more if I had had the
opportunity. At the beginning of
the second year of practice, I
brought into my office a young man
graduated from the Pace Course
who is still on my staff as senior
accountant. At the present time,
my staff includes two seniors and
two juniors, all Pace-trained men.
“ I have taught the Pace Course
for the past seven years in the
classes of the Buffalo School of Ac
countancy, under the auspices of
the Young Men’s Christian Asso
ciation, teaching one to three
classes each week. This work and
the friendships it brings, I have
greatly enjoyed.”
While it would, of course, be ab
surd to say that all men in middle
life interested in Accountancy are
able to do what Mr. Watkins has
done, the fact remains that Mr.
Watkins’s experience should be a
source of great encouragement to
those who feel that age of itself
prevents the attainment of profes
sional success in Accountancy.
Mr. Watkins has surely proved that
resoluteness of purpose and un
swerving determination are success
factors at forty as well as in youth.
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HE was an ample sixpresumptions to have existed; as,
foot-two of sturdy
ace tudent for example, in Trial by Combat
human flesh.
If
and The Ordeal. But the notion
September, 1920
ever a man looked
was crude indeed—scarcely even
alive, he did.
an inference of fact; more in the
But the court thought differ nature of religious superstition.
Suppose the case of John the Smyth versus
ently.
“ You’re dead! ” was the offi Ethelbert the Unsteady. John the Smyth claims
cial dictum.
a pig. So does Ethelbert the Unsteady. Thus,
“But, Judge, I tell you I’m alive! I never issue is joined by plaintiff and defendant. Both
proceed to a vacant lot, each armed with a
was more alive in all my life.”
“No, you’re not,” His Honor insisted. “You’re spiked club, and liberally attended by witnesses,
dead. You have been away from home and whose only function is “ to enjoy the show.”
family and civilization for a period of seven If John the Smyth succeeds in beating Ethel
continuous years; not a soul has heard from bert’s brains out with the club, plaintiff is con
you; no tidings from the absentee were ever clusively presumed to own the pig. This is
received during this period; and so the law is known as Trial by Combat.
Or, suppose an early Common-Law action in
entitled to presume you’re dead. Had you ar
rived before these proceedings reached their larceny. A valuable gem has been stolen. The
close, you would have rebutted the presumption question arises, who stole the gem? Both
of your death by your appearance in the flesh. Alfred the Tough-palm and Stephen the Scriv
ener are accused and indicted. One or the other
Now, it’s too late. You’re dead.”
And dead he was—so far as the remarriage is guilty—which? The method of judicial as
of his wife and the prior disposition of his certainment is simple. The representatives of
property were concerned. For he was a victim the law produce a red-hot iron for each of the
of a conclusive presumption of the law, estab suspects to hold in the palm of his hand. Who
lished on the ground of public policy, and now ever can hold that bar the longer, is unquestion
recognized practically throughout every state ably innocent. This conclusion takes no ac
count of the fact that Alfred, being a stone
in the Union.
Ordinarily, to be sure, the law presumes, as mason, has a palm like leather; whereas, Ste
an inference of fact, that a person who is alive, phen’s palm is exactly what you might expect
in the absence of evidence to the contrary, con the palm of a scrivener to be. The conclusion
tinues to live, not only for short periods or more is based solely on a presumption of the law,
extended intervals, but even up to the age of a recognized in that time as Trial by Ordeal.
Presumptions have been variously defined.
hundred years. (173 N. Y. 321.) And this in
ference applies equally to the young and the Some of these definitions are exceedingly un
old, the sick and the well, the absent and those satisfactory ; for instance, the definition that “ a
presumption is an inference assumed from the
near at hand.
But this is an inference of fact, merely, based fact that there is no evidence to the contrary.”
on the fundamental inference of fact that a On this basis, the golden calf of the Bible may
given state of affairs continues to exist for a be assumed to have been a bull calf, because
reasonable length of time. Like every other “ there is no evidence to the contrary.”
To understand the nature of a presumption,
inference of fact, it is subject to constant
change, and depends for its existence solely it is necessary to understand the theory of
upon the peculiar circumstances of each case. Burden of Proof.
There is a Burden of Proof in every action
It is a presumption of law, however, univer
sally recognized throughout the United States, of law. It rests upon him who, if no further
that a person absent for seven years without evidence were introduced, would fail.
Ordinarily, this burden rests upon the plain
tidings by his family and friends, with no news
at all to indicate either his whereabouts or ex tiff in any action; that is, if, without introduc
ing any evidence at all, the plaintiff seeks a
istence, is presumed to be dead.
It may be, of course, that the husband is seek judgment against the defendant, he would fail.
ing surcease of sorrow in parts unknown, and But if he established just enough evidence to
if the wife has any reason to believe that is so, make out a prima facie case for himself, then
neither seven nor seventy years will suffice to the burden of proof, or, more strictly speaking,
the burden of evidence, shifts to his opponent.
create the presumption.
Now, certain facts, from their mere statement,
All of which leads us to ask, What is a pre
sumption? Whence does it arise? What is its give rise to certain presumptions, which, if not
rebutted, establish the case for the one setting
application to present-day facts?
Presumptions have existed from the very up the facts. For instance, a mere statement
earliest days of jurisprudence. Even before the of fact that I made a contract with you, under
rational processes of the English Common Law seal, establishes, without further proof, the pre
took definite shape, we find a crude notion of sumption that the contract was for a sufficient
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“Speaking consideration—unless you can re
(which one court has held to be
of Pre but that presumption by positive
ace tudent one hundred years). But unless
reinforced by additional evidence,
sumptions ” proof to the contrary. Such pre
September, 1920
sumptions are called prima facie
this presumption grows weaker
(Continued) presumptions; that is, presump
with the lapse of time, and, finally,
tions that hold till the contrary is proved. If disappears altogether. It is then replaced by
the contrary is never proved, the presumption a presumption or inference to the contrary,
always stands.
which may grow to such actual strength, or
A conclusive presumption is one which is so which public policy may so strengthen, that it
raised that it can not be rebutted; i.e., no proof becomes a presumption of law to the contrary;
to the contrary will be permitted. It is a fact that is, in this case, a presumption of law that
irrevocably accepted by the law, as a matter of the seven-year absentee has not continued to
public policy, and no matter what actual evi live, but is dead.
dence there may exist to the contrary.
These, then, being the definitions and origin
Then, again, it is necessary to distinguish of presumptions of fact arid of law—prima facie
between presumptions of fact and presumptions and conclusive—What are some of their more
of law.
common applications to present-day conditions?
A presumption of fact is defined as “ an in
First, there is the well-known presumption,
ference which a reasonable man would draw Every man is conclusively presumed to know
from certain facts which have been proved to the law. This, according to one of our modern
him. Its basis is in logic; its source is proba lawyers with an extremely modern vocabulary,
bility.” Such inferences, however, do not read is “ some ” presumption. When we consider the
ily admit of classification: “ their number is far almost limitless area of doubt and dispute which
too great. A complete list would enumerate all exists in the field of substantive common law,
valid arguments from every provable fact.”
and the fact that lawyers and courts constantly
A presumption of law is defined as “ a rule differ in their interpretation of the law, we
of law, related to a particular branch of the must incline, at first blush, to agree with the
substantive law which, for administrative pur colloquial characterization of our slang-loving
poses, provisionally assumes the prima facie counsellor.
truth of certain of the stronger and more con
At first blush, that is to say; because, on sec
clusive inferences of fact with which the law ond inspection, we find that, after all, there is
is called upon to deal.”
warrant for this famous presumption, provided,
Now for an illustration or two.
however, it is not stated too broadly.
It is a presumption or an inference of fact
Applied to the conduct of things malum in se,
that a given state of affairs, being shown to unquestionably it is in accordance with public
exist, continues to exist for a reasonable time. policy that a man should be conclusively pre
In applying this presumption to any given case, sumed to know the law.
it is necessary to consider (1) the relatively
But, applied to something which is merely
permanent or changeable nature of the state of malum prohibitum, the opinion of the Supreme
affairs whose continuance is to be presumed; Court of Alabama, in the case of Brent vs State
and (2) the length of time elapsed since that (43 Ala. 297) would seem to state the sensible
state of affairs was first shown to exist. The view of the rule: “ It must be confined to pre
operation of a natural law furnishes what may suming that all persons know the law exists,
be deemed as the maximum force of an infer but not that they are presumed to know how
ence of fact. Take the uniform action of the the courts will construe it, or whether, if it be
tides. It is a fair inference of fact that a con a statute, it will, or will not, be held to be con
stant shifting in the various inlets of Rockaway stitutional.”
Beach was in progress in 1875, and so the New
For example, it will be remembered that a
York Court of Appeals decided, in the case of judge is not supposed to know—to “ take judi
Sandiford vs. Town of Hempstead (186 N. Y. cial notice ” of—the laws of another state than
his own. Such laws, in other words, must be
554).
Now this is an inference of fact. If, how proved as facts. The court will, however, ac
ever, public policy should ever require, for ad cept without proof—“ take judicial notice ” of
ministrative purposes, that the inference be es —the laws of his own state, and of those facts,
tablished as a definite rule of law, or that the like the sun, moon, and stars, which are con
contrary be assumed as a rule of law, we should clusively presumed to exist, because they are
have a presumption of law, as in the case of matters of common knowledge. I remember an
presumed death of seven-year absentees. The occasion when I had to journey all the way
presumption that a given state of affairs con from Brooklyn to the Bronx County Court
tinues to exist for a reasonable time, applied to House. I arrived at my destination a trifle late.
human life, means that, in the absence of evi The calendar had been called. I asked to have
dence to the contrary, we presume that a person my case reinstated on the calendar, despite my
continues to live, at least for a reasonable time tardiness, and urged the court to take judicial
149
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Units
of Cost

O E of the many im
N
course, would represent the cost
of the crude rubber, plus the ex
portant services
pense of washing. There will be a
rendered by The
September, 1920
loss incurred in this process which
American Institute
of Accountants to its members will further increase the unit cost. Rubber,
consists in printing and dis after being washed and given a cost per pound
tributing in pamphlet form an determined by the resulting weight, would then
swers to perplexing accounting be similar for manufacturing purposes to rub
problems. The following questions and an ber received which does not require washing.
swers appeared in a recent pamphlet. This
2. Milled Product. This is the result of
matter is published in The Pace Student with mixing the crude with the various chemicals
the permission of the Institute.
in order to produce the desired compounds.
This classification should be divided according
HAT units of cost in an automobile tire to the various compounds resulting from the
factory are customarily obtained?
milling process. There will also be some loss
What segregation is desirable for prime costs? in weight during this process, which must be
What special features should be provided for? considered as further increasing the unit cost.
With the exception of the finished products
3. Calendering. In some cases, calendered
and of the curing-room operations, the unit of stock would be pure rubber which has been
cost is usually per pound. The unit for the milled only to the extent of preparing it for
finished products is per casing and per tube the calenders. In most cases, however, it would
respectively, while for the curing-room opera consist of compounds which were being rolled
tions, which are strictly a process, the cost unit down to the required weight and thickness for
tubes or treads. The calendering will also pro
is per heat hour.
The main ingredients entering in the manu duce what is commonly known as friction fab
facture of automobile inner tubes are rubber ric, being the result of passing the fabric
and chemicals. The casing consists mainly of through the calenders and covering it with the
rubber, chemicals, fabric, and beads. Such mis compounded rubber. A separate classification
cellaneous materials as cement, valves, etc., need should be kept for each different product re
not be shown separately in preparing a State sulting from this process. In some cases, this
ment of Prime Cost, but may be grouped under calendered product is cut to size at the same
the heading of Miscellaneous Materials. Of time it is rolled to the required thickness.
course, all productive labor should be shown When this is done, it might be advisable to
keep the records according to the size of cas
preferably by processes.
The features that should receive special at ings or tubes which were to consume this cut
tention are recutting of moulds, treatment of product.
cloth wrappers, shrinkage in weight of rubber
4. Casings. Casings would naturally be kept
after drying, the accumulation of compounds, according to the various sizes and styles.
and the stabilizing of raw rubber costs.
5. Tubes. Tubes would naturally be kept ac
The following suggestions are made in an cording to the sizes and kinds of tubes.
Prime costs will naturally follow the same
swer to an inquiry re cost-finding for an auto
mobile tire factory. However, we should like groupings as outlined above for the units of
to caution the inquirer that the question is so cost in the case of the washing, milling, and
vague, and that there is such a wide range in calender departments. Prime costs are gener
the methods used in large and small tire fac ally kept according to the kinds of stock
tories, that it is rather hard to give other than handled, because the stock resulting from these
operations may be used for various kinds of
the most general answers.
We are assuming that the factory under con tubes or tires, to be determined after the stock
sideration is a small one, and will treat the has left the department. These groupings
would result in unit costs including the mate
problem accordingly.
1. Washed Rubber. As a general rule, the rial, labor, and factory overhead. When this
crude rubber is received at the plant in two material is sent to the tube and casing depart
conditions: one ready for immediate compound ment, the simplest way would be to carry it
ing and milling; the other, requiring washing in into these departments at these unit costs in
order to take out the dirt and foreign substances the same manner as though it were raw material.
The costs of tubes and casings can very easily
before the rubber can be milled.
It will generally be desirable to keep a sepa be separated, according to the kinds and sizes
rate classification for washed rubber, which, of produced.
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Question
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Depart
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(Continued)

Providing for special features is
We agree with the auditor that A
the hardest question of all to an
ace tudent it is desirable to have full explana
swer, because it depends so largely
tion to all entries. It has been our
September, 1920
upon both local conditions and the
experience that so-called “ self-ex
experience of the accountant installing the cost planatory ” entries are self-explanatory at the
system—and probably more upon the experi time of being made, but at a subsequent date,
ence of the accountant than anything else.
owing to faulty memory on the part of the
Special
One generally recognized difficulty in cost person making the entry, change in personnel,
Features accounting for rubber factories is that caused etc., details with respect to the entry are no
by the fluctuations in the price of raw material. longer available. Thus, an entry might be
It will probably be understood that purchases, passed:
especially of crude rubber, are made from day
$ xx
EXPENSE ............................
to day according to the market quotations in
$ XX
To MERCHANDISE.
much the same manner that wheat is purchased
for a flour mill.
It may be perfectly clear at the time the
It is obviously necessary to charge the cost
entry
is made that this entry is a correction of
at some more or less fixed price for raw mate
rial, if any uniformity and possibility of com an item erroneously charged to Merchandise
parison is to result. This is generally done by Account, which should have been charged to
establishing a price which represents what the Expense Account. Unless details are put in as
company expects to pay for these materials dur to the item transferred, however, at a later
ing a certain period and charging costs at this date—for instance, when it is desired to make
established price. A Ledger Account can be up an Income-Tax return—there will be a ques
carried which might be termed “ Fluctuation in tion as to exactly what item has been trans
Raw Material,” which would take care of the ferred, and there might also be a question as to
difference between the established prices and whether it was a transfer of a Debit item from
actual market prices. Of course, this account the Merchandise Account to Expense Account
would be a profit and loss element which should or of a Credit item from the Expense Account
Particularly
be taken care of not only when the books are to the Merchandise Account.
would
this
be
so,
were
the
figure
shown
for the
closed, but when making monthly statements.
Another thing that will require special atten entry the total of two or more items appearing
tion is the loss in the weight of raw materials, in the Journal.
While it may seem that short-cuts, such as
and more especially in the weight of the rubber
elimination
of explanations to Journal entries,
during the washing process. To get accurate
reduce
the
volume
of work, it will usually be
results, 'it is generally necessary to weigh the
rubber both before and after washing, so that a found that in the end the time and trouble nec
correct cost may be obtained which can be car essary in tracing entries back and forth when
research is required more than offset the orig
ried forward into the succeeding processes.
inal
time saved.
The compounding room should not present
any special difficulties, because all compounds
THE company with whom I am employed Q
are the result of very exact formulas which, in
keeps two bank accounts. Is it necessary
a well-regulated factory, would furnish a satis
factory basis for crediting the raw material ac for me to keep two Ledger accounts, one for
each bank; or can I merge both in one Cash
counts and charging costs.
There will naturally be an amount of scrap Account ?
There is no necessity for keeping two Cash A
produced in cutting the calendered material for
the use of the casing and tube departments, but accounts on your Ledger. If you maintain sepa
this should present no difficulty, if credited to rate check-books, an analysis of the Cash-ac
count Balance by banks can be secured by refer
the costs at the scrap value of this material.
ence to the check-books. If you maintain a
HAVE had quite a discussion with a public check register with a Deposit column and a
Q
accountant who is auditing our books. He Checks-drawn column for each bank, this in
insists that the Journal entries made on my formation can be secured from the check regis
books should be supported by detailed explana ter instead of from the check-books.
tions. It seems to me that many of the Journal
There is, however, no objection that we can
entries are self-explanatory, and there is con see to keeping a Ledger Cash Account for each
sequently no necessity for explanation. Will bank; in fact, in practice that method is often
you please tell me what the common custom is? used.
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Editorial

H knows how to ask questions.”
E
This was the tersely expressed
reason given by a trained ob
server of teachers and teaching
methods as to the reason for
the exceptional classroom suc
cess of a certain young in
structor of business men and
Skilful women. This young man has not had a par
Question ticularly wide business or professional experi
ing ence; his academic education has been limited;
his personality is not unusually agreeable or
forceful. Yet he has no trouble with discipline
or poor attendance; and his students—all of
them—make steady progress. They call him a
wonderful teacher.
Enter his classroom at any time, and you will
soon notice that he finds it desirable to ques
tion some of his students about something that
has already been considered. You will notice,
too, that his questions are clearly expressed,
that they always bear upon the elucidation of
principles, that they stimulate individual
thought and often class discussion, and that
they contribute to what pedagogists call “ the
progress of the assignment ”—there is no swerv
ing off on a tangent, however interesting for
the moment. As your eye roves over the stu
dents, you notice that there is plenty of in
terest and plenty of attention—basic conditions
of effective teaching.
Isn’t real teaching, after all, two thirds a
matter of skilful questioning? The word “ edu
cation ”—what, again, is its etymology? “E,”
meaning “ out of .” and " duco,” “ to draw,” “ to
lead,” “ to elicit ”; and so “ education ” means,
strictly speaking, “ eliciting from,” rather than
“ giving to ” or “ pouring into.” Socrates had
this notion of teaching, you remember, many
generations ago; and real teachers still find it
profitable to sit at his feet.

SHIPMAN skims over facts; Field keeps
digging for them. Shipman is brilliant, I
admit, and his intuitive judgments are often
correct, but he can’t or won’t dig for the facts
and data with which to corroborate or modify
his conclusions. Field, on the other hand, al
ways gets the facts before he formulates judg
ments, or even advances opinions. For that
reason, the board of directors considered Field
the safer man of the two for the controllership;
they know that whatever he advises will be
carefully thought out beforehand.”
In these words, the managing vice-president
of a prosperous machinery concern explained
why the man that everybody thought was slated
for the vacant controllership was passed by in
favor of a man who for years had done his work
quietly and inconspicuously. And, now that we
have the reason for the selection, there really
isn’t much cause for surprise, is there?
The chart by which every forward-moving
enterprise must steer its course is the interpre
tation of facts, not guesswork, not intuition,
not even brilliant flashes of inspiration. It fol
lows, therefore, that the man or woman most
likely to be invested with executive responsi
bility is the one who knows how to get the
facts, how to interpret them, how to shape poli
cies on them as a basis of procedure. There is
no surer way of preparing for business advance
ment than by winning a reputation for being a
stickler for the facts.

Facts,
not
Guess
work

O you remember Sisyphus, the unfortu Work
nate wretch who, Greek Mythology tells Without
us, was punished for wrong-doing by being com

Results
pelled to spend the rest of his days in rolling
a heavy stone up hill? Every time he got the
stone to the top of the hill, the stone rolled
back to the bottom, and Sisyphus had the job
to do all over again.
I wonder if the thing that Sisyphus has come
to typify—work without results—doesn’t flour
ish here and there in the business world, pos
sibly even in our own personal lives, more vig
orously than we can justify. Sisyphus was
sentenced by fiat of the gods to his futile task;
but other instruments than the ancient deities
can penalize, too—inaccuracy, for example, and
poor judgment, and lack of vision, and refusal
to profit by past mistakes. Qualities of this
kind often sentence us to doing the same thing
over again, regardless of how hard we worked
the first time.
Work as an end in itself is a doubtful bless
ing—its cost in time, energy, and money usu
ally means unjustifiable waste. But work that
enables a worth-while goal to be reached—that’s
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a different thing. And so, young
“ I’ve just been playing the role
men and women, keep on rolling
ace tudent of ‘Dutch uncle’ to one of my clerks.
stones up hill—speaking figurative
Did you hear me? ” my friend, the
September, 1920
ly; it won’t hurt you to flex your
executive, asked, smilingly, as I
muscles, whether physical or mental; but when seated myself at his desk. Without waiting for
you get to the top, make sure that your stone an answer, he ran on: “ It’s a problem to know
stays there. It will if you’ve been careful, sen just how to correct these young chaps when
they make mistakes. They must be straight
sible, and persistent.
ened out, of course, and made to do their work
O
you
change
your
mind
upon
an
emo

more
efficiently; but you mustn’t call them
Vacillation
tional or a fact basis? A truthful answer down in such a way that they lose their selfrespect.
I find that the most resultful method
to this question will tell you more about your

self, more about your character potentialities, is for me to bring myself into the discussion—
more about the likelihood of your attaining per to refer to a similar mistake that I once made
myself. When I do this, my ‘ call-down ’ gets
manent success, than you possibly realize.
If—fortunately from one view-point, unfor across in the right way.”
Isn’t there a vital principle here for all ex
tunately from another—you are a tempera
mental sort of person, if, in other words, you ecutives who directly supervise the work of
have moods, you are likely to change your mind others to apply? If we content ourselves with
in accordance with your feelings of the moment. pointing out errors in a coldly impersonal way,
Perhaps, for example, you have decided to study we inspire fear or resentment, and morale suf
Accountancy. Let us assume that, after weigh fers. On the other hand, if we bring our own
ing the matter carefully, you reach the decision short-comings into the discussion and tell how
that your personal chances of success as an ac we overcame them, our words of correction will
countant are good. Very well, the matter is carry far greater weight, and our subordinates
settled. You will begin your course next week, will feel that we, too, are human beings, and
you say. Perhaps to-morrow a mood of black not simply managerial machines. The idea is
despair or some other kind of handicapping worth trying, anyway.
emotion envelops you. You will probably then
feel that your decision to study Accountancy
PACE CLUB ACTIVITIES
was a hasty one and must be revoked. And so
you mentally shuttlecock back and forth, wast
The following program has been adopted for
activities during the coming season:
ing time, keeping yourself stirred up, and mak
October —Dance
ing yourself a nuisance to those who are really
November—Lecture
interested in your vocational welfare.
December —Lecture and dance
In making important decisions, rise above
January —Debate
your moods—that is, if you are ever going to
February —Banquet
grow up mentally. Get the facts—all the facts
March
—Lecture and dance
available—consult with disinterested friends
April
—Dance
who can advise you competently, and think the
May
—Lecture
thing through for yourself. Arrive at a de
Preparations are well under way for the
cision on the basis of the preponderance of
October dance and it is hoped that the affair
probabilities; and, your decision once made,
will be as successful as our last dance. Further
stick to it. Don’t change your mind every time
announcements will be made in the next
issues of The Pace Student and on the bulle
you step on a tack, eat a green apple, or lose a
tin boards at the various schools.
little sleep because the baby keeps you awake.
PINS
Pins may be obtained upon application to
Correction WHEN I was your age, I was a good deal
Mr. William P. Crum, 30 Church Street, New
like you in respect to being careless
of
York City, as follows:
Employees about little things. I got my lesson, though,
Gold filled,
$0.75
just as you are getting yours now.” I sat on
10 K Gold,
1.50
the caller’s settee waiting to see the general
MEMBERSHIP
manager whose voice I could hear through his
Students and graduates wishing to join the
office door, which was slightly ajar. A little
Club should communicate with Mr. O. Bochat,
later, a fine-looking young fellow came out, his
Chairman of Membership Committee, 30 Church
face thoughtful, but his step springy and his
Street. N. Y. City. The dues are $1.00 for
bearing that of one who still maintains his selfthe year ending December 31, 1920.
respect.
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Minimiz
ing Ex
pendi
tures by
Use of
Budgets
By
Mervyn
B. Walsh,
Member,
Accounting
Faculty,
Pace
Institute,
New York

A a means of re
S
ducing expendi
tures to a scien
tific basis and to
predetermine the
future course of
certain types of
organizations, the
budget principle
has, for many
years, proved of great value. Par
ticularly, is this true with refer
ence to some classes of government
operations and eleemosynary insti
tutions. For the determination of
taxation rates and of revenue re
quired to conduct the various ac
tivities of organizations of these
types, the budget principle is in
dispensable, and the adoption of it
by these organizations is the nat
ural result of having to determine
in advance the amount of revenue
required for a given time.
To eliminate the haphazard meth
ods now being followed in disburs
ing huge sums collected by taxa
tion, by duties on imports, and
through other channels, a national
budget is at present being advo
cated. It is to be hoped that this
agitation for budgets will soon crys
tallize, and that the financial system
of every city, state, and the coun
try at large will be operated on this
basis.
In an effort to reduce unneces
sary expenditures—and in many
cases, forced by stern necessity—
the budget idea is fast becoming
the accounting system of the home.
As this practice grows, there is not
the least doubt that chaotic condi
tions will give way to stability, and

the Nation will be benefited beyond
measure. The use of budgets,. in
many cases, will give control over
finances, and cause disbursements
to be made with discretion.
Although it is interesting to con
sider the use of budgets as applied
to government and home account
ing, it is the purpose of this article
to consider the adoption of budgets
by commercial organizations. The
management of commercial organ
izations will often attempt, at the
beginning of a fiscal year, to out
line in rough the activities for the
ensuing year—estimating sales,
profits, and other vital factors in
connection with operations. There
is, however, a lack of definiteness
in most estimates of this nature.
The application of the budget prin
ciple will obviously correct this
condition, and will have the ten
dency of furnishing specific infor
mation for future guidance.
The accountant, with his broad
knowledge of business conditions,
imbued with the idea of conserva
tism, is in a favorable position to
prepare a budget, particularly, if
he has the aid of the management
of the organization.
Generally
speaking, it is not considered good
practice for an accountant to fore
cast profits or future happenings.
It is necessary, therefore, in fore
casting the results of future opera
tions, in order to leave no room
for possible misinterpretation, to
use caution in the wording of the
budget. The wording should defi
nitely state that the budget estab
lishes a theoretical goal of perform
ance, or a mark for the manage

THE DITMAR MANUFACTURING COMPANY, INCORPORATED

(Form 1)

Balance

Sheet

as

at

December

31, 1919

Liabilities and Capital

Assets
Capital Stock

Fixed Assets

$
$160,815.45
45,320.70

115,494.75

Machinery and Equipment
Less: Reserve for Deprec.

$315,910.40
133,765.14

182,145.26

50,000.00

Trade-Marks and Patents
Total Fixed Assets
Cash
Notes Receivable
Res. for Dbtfl. Accts.

INVENTORIES
Finished Stock
Work-in-Process
Materials and Supplies

$

388,360.01

$
$

215,342.23
22,463.17

$

500,000.00
300,000.00

Surplus
January 1, 1919
Increase. . .1919
December 31, 1919
Total Capital and Surplus

$353,620.80
18,525.39
372,146.19
$1,172,146.19

Current Liabilities

Current Assets
Accounts Receivable

Common
Preferred

40,720.00

Land
Buildings
Less: Reserve for Deprec.

Less:

ment to work to. A goal which is
established in this way will often
work as an incentive for more effi
cient performance, and will give an
excellent opportunity for compari
son, which will bring out increased,
together with decreased, actual ex
penditures as compared with the
anticipated expenditures.
In the preparation of budgets
forecasting the future, it is neces
sary to base the anticipated results
upon a sound foundation. Without
taking into consideration the pecu
liar conditions surrounding the or
ganization, past performances, pres
ent financial condition, economic
conditions, and other factors which
will govern the operations taking
place during the period covered by
the budget, it is a fallacy to at
tempt merely to estimate the course
a business is likely to pursue.
Past performances will be dis
closed by profit and loss statements
clearly showing what has taken
place over a period of years. Pres
ent financial condition will be dis
closed by the preparation of bal
ance sheets, showing financial con
dition at stated dates. When en
gaged in the preparation of a
budget or of an estimate of future
progress, it is necessary to take
into consideration these statements.
Budgets can best be studied by
taking a concrete illustration and
tracing, step by step, the prepara
tion of the budget. For this illus
tration, we will use the Ditmar
Manufacturing Company, Inc. The
Balance Sheet of this corporation
as at December 31, 1919, is shown
in Form 1.

$347,197.26
12,630.11

$

12,617.42
187,321.89
20,250.00
225,000.00

Total Current Liabilities

$

445,189.31

Total Liabilities and Capital

$1,617,335.50

Accrued Pay-roll
Accounts Payable
Dividends Payable
Notes Payable

334,567.15

$119,210.46
203,179.10
243,560.19

565,949.75

Total Current Assets

$1,138,322.30

Investments
Deferred Charges

$

Total Assets

$1,617,335.50

75,000.00
15,653.19
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Prior to the preparation of a budg
et for the coming year, it is nec
essary to analyze the financial con
dition of the company. The Bal
ance Sheet shows net fixed assets
in amount of $388,360.01, and net
current assets in amount of $1,138,
322.30. There are no fixed liabili
(Continued) ties, and if additional working-cap
ital is required, a mortgage on
property may be issued. Current
liabilities deducted from current
Balance assets show working-capital in
Sheet amount of $693,132.99. Inventories
as at December 31, 1919, were ab
normally high, because of economic
conditions at that date. By a re
duction of inventories and receiv
ables, it is intended partially to pay
the notes included with liabilities.
Proper reserves have been set up
to take care of depreciation and bad
debts. Inventories are valued at
cost, or market price—whichever
is the lower. Investments have

Pace Student
September, 1920

variations in sales, amounts avail
able for dividends, and other ele
ments.
The sales for the year 1917 stand
out in the Comparative Statement,
inasmuch as during this year the
products of the Ditmar Manufac
turing Company, Inc., were in de
mand in connection with war pro
duction. From that year, a steady
decrease in sales has taken place,
together with a steady increase in
selling-expense.
The increase in
selling-expense is attributed to an
effort to build up sales. It is in
teresting to note the fluctuations in
gross profit and net profit, which
may be traced back to volume of
sales, cost of goods sold, adminis
trative expenses and selling-ex

THE DITMAR MANUFACTURING COMPANY, INCORPORATED

Comparative Statement of Income for Years 1919, 1918, 1917, 1916

1919

1918

1917

Gross Sales
Less: Returned Sales

$2,010,417.21
6,120.10

$2,220,765.36
8,610.11

$2,543,317.94
10,171.46

$2,173,460.79
7,496.10

Net Sales
Cost of Goods Sold

$2,004,297.11
1,601,419.67

$2,212,155.25
1,817,631.17

$2,533,146.48
2,014,710.51

$2,165,964.69
1,743,372.17

Gross Profit
Less: Administrative Expense
Selling Expense

$

402,877.44
122,709.14
215,119.10

$

394,524.08
127,415.10
196,310.83

Net Profit
Other Income

$

65,049.20
14,476.19

$

70,798.15
13,147.65

Total Income

$

79,525.39
40,000.00
21,000.00

$

83,945.80

18,525.39

$

Less:

Common Stock Dividends
Preferred Stock Dividends
Transferred to Surplus

$

$ 518,435.97
131,516.41
165,310.10

$

422,592.52
117,461.23
183,310.19

$

221,609.46
12,419.31

$

121,821.10
9,431.73

$

234,028.77
80,000.00
21,000.00

$

133,028.77

40,000.00
21,000.00
22,945.80

1916

$ 131,252.83
40,000.00
21,000.00

$

70,252.83

(Form 2)

been verified. In short, the Balance
Sheet has been prepared on a con
servative basis, and indicates the
financial condition of the company
to be good. This is an essential
requisite to have in mind when pre
paring an outline of future opera
tions. Lack of finances often ham
pers ambitious programs, and it is
obvious that financial condition and
future operations are closely cor
related. It is therefore imperative
that earnest consideration should
be given to the Balance Sheet be
fore the budget is prepared.
In addition to considering finan
Comparative
Statement cial condition, it is well to have
of Income in mind a resume of past opera
tions. Operations over a period
of years will give a good founda
tion upon which to build estimates
of the future. An examination of
the Comparative Statement of In
come (Form 2) will disclose wide

penses. Although the sales for the
year 1919 were materially lower
than the sales for the year 1918,
the gross profit for the year 1919
shows a slight increase over the
gross profit of 1918. This is indica
tive of reductions in the cost of
goods produced, or higher sellingprices. Detailed examination of
the comparative statement of in
come will show the necessity for
careful consideration in preparing
the budget for the year 1920, with
the idea of increasing sales, to
gether with an increase in net
profits and an increase in the
amount to be transferred to surplus.
It is apparent that detailed con
sideration must be given to a Com
parative Statement of Income to
obtain the best results from a budg
et for a subsequent period. The
budget must be a careful outline of
operations as they are expected to
155

take place, and not merely a wild
guess as to what is likely to take
place.
Although no detailed analyses of
manufacturing, administrative, and
selling-expenses have been shown,
it is realized that these expenses
must be considered in detail in the
preparation of a budget. Manufac
turing expenses have been included
in the cost of goods sold. Admin
istrative and selling-expenses are
shown in total as separate items.
It is necessary in estimating ex
penses for the period covered by
the budget to make ample provision
for the expansion of the business,
and at the same time curtail the
estimates in order to effect a re
duction in expenses in relation to
the total business handled. This
will mean that a very careful study
must be made of each item included
with manufacturing expenses and
other classes of expenses, and it
may be necessary to consult the
heads of various departments in
compiling these data.
The expenditures of any commer
cial organization may be divided
into two main groups; namely, cap
ital expenditures and operating ex
penditures.
Capital expenditures
will involve the disbursement of
money, or the incurring of liabili
ties for equipment or property of
any kind that is required for per
manent use, and is to be shown in
the Balance Sheet as fixed assets.
Operation expenditures will involve
the disbursement of money, or the
incurring of liabilities for the pur
chase of materials, services, rental
of property, etc., all of which enter
into the cost of operation and have
a direct bearing upon the net in
come of the organization.
It is apparent that capital ex
penditures may be more easily esti
mated than operating expenditures.
The management of an organization
can estimate within comparatively
fixed limits the amount it is pro
posed to spend for fixed assets dur
ing a given period. Large manu
facturing organizations and rail
roads find it imperative to schedule
capital expenditures to avoid tying
up capital. Efficient management
requires that a company should op
erate with a minimum of fixed cap
ital, and budgets covering capital
expenditures require more than or
dinary consideration for this rea
son. It is a common practice for
organizations to set aside reserves
for additions and betterments, and
in a good many instances, actual
cash funds are set aside to corre
spond with the amount of the re
serves.
It is necessary to take

Expenses

The
Preparation
of Budgets

Capital
Expenditures
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these precautions to insure against
any. decrease in business, due to the
lack of facilities to take care of
ordinary expansion.
The present condition of railroad
equipment serves as a good illus
tration of the necessity for care
fully estimating the amounts re
(Continued) quired for replacements, additions,
and betterments. This is particu
larly true where limited funds are
available. To take care of this need
of railroad equipment, the Govern
ment has provided a fund to be dis
tributed among the various rail
roads, in order that they may be in
a position to handle increased traf
fic. The allocation of the fund pro
vided will call for the use of the
budget principle in estimating re
quirements of the different roads.
It has been the practice of a large
number of railroads in the past to
estimate capital expenditures in
this way. The need of budgets for
capital expenditures by large organ
izations is apparent and as this need
has been explained, consideration
may now be given to budgets to
cover operating expenditures.
Operating
It is far more difficult to esti
Expendi mate operating expenditures than
tures capital expenditures, in view of the
many contingencies that arise dur
ing a fiscal year. To eliminate in
accurate estimates, it has been sug
gested that operating expenditures
over a period of years be consid
ered, and that any new factors be
taken into consideration before at
tempting to outline the probable ex
penditures of this nature.
The Comparative Statement of
Income, together with the subsidi
ary detailed analyses of expenses,
will constitute a basis for schedul
ing future operations.
Increases
in volume of business, together
with increased expenses or cost of
production, must be considered, and
ample provision made to take care
of fluctuating elements that often
occur.
THE DITMAR MANUFACTURING
COMPANY, INCORPORATED

Comparison of Estimated and Actual
Expenditures

Expense for Month Ended.... 192. ..
Current Month

Details

Cumulative

Actual Budget Actual Budget

(Form 3)

Pace Student
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Form 3 shows a monthly state
ment comparing a budget of oper
ating expenditures with the actual
operating expenditures for a given
month. Provision is also made to
compare the actual expenditures
with estimated expenditures on a
cumulative basis. If required, ad
ditional columns may show in
creases or decreases in relation to
estimates made. A monthly state
ment of this kind is corrective of
fluctuating elements, and can be
used to good advantage by the man
agement. It will clearly show the
expenses that are exceeding esti
mates, and by the same token, it
will show expenses that have been
kept below the estimates. Manager

administrative expenses. As sug
gested by the use of Form 3, it is
possible to compare the budget
with actual conditions from month
to month, and also on a cumulative
basis. The preparation of the budg
et will require careful study of
the probable increase in sales, cost
of goods produced, expenses, and
other elements contributing to the
net result. It is admitted that with
the budget information in hand
(Form 4), together with compara
tive monthly statements, the man
agement will be better able to re
duce and control expenditures.
Considerable opposition is often
encountered in the preparation of
budgets, on the theory that a budg
et is merely an estimate and has
no true significance as to opera
tions. This theory may carry some
weight, but it is obvious that it is
far better to have a goal estab

THE DITMAR MANUFACTURING COMPANY, INCORPORATED
Budget—Statement of Income—Year to End, DECEMBER 31, 1920.

1919

1920

Monthly
Actual
Average

Gross Sales
Less: Returned Sales
Net Sales
Less: Cost of Goods Sold

Gross Profit
Less: Administrative Expense

Selling Expense
Net Profit
Other Income

Total Income
Common Stock Dividends
Preferred Stock Dividends
Transferred to Surplus

Budget

Monthly Actual Results
Total
Budget
Average Jan. Feb. Etc.

$167,534.77 $ 2,500,000 $208,333.33
510.01
10,000
833.33
$167,024.76 $ 2,490,000 $207,500.00
133,451.68
1,915,000 159,583.33
$ 33,573.08 $ 575,000 $ 47,916.67
10,225.76
145,000
12,083.33
17,926.59
280,000 23,333.34
$ 5,420.73 $
150,000 $ 12,500.00
1,206.35
15,000
1,250.00
$ 6,627.08 $ 165,000 $ 13,750.00
3,333.33
40,000
3,333.33
1,750.00
21,000
1,750.00
$ 1,543.75 $ 104,000 $ 8,666.67

—

(Form 4)

ial attention can then be given to
the items in excess of estimates,
which in many cases may be re
duced.

Having in mind the statements
that have been prepared for the Ditmar Manufacturing Company, Inc.,
and the principles governing the
preparation of budgets, let us now
consider the procedure in compil
ing budget information. The man
agement of the Ditmar Manufac
turing Company will require a budg
et showing, in summary form, the
operations, as shown in the Com
parative Statement of Income for
the past four years. Subsidiary to
the summary statement, it will be
necessary to prepare budgets of de
tailed manufacturing, selling, and
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lished, if for no other reason than
for comparative purposes. The budg
et may be considered as another
step to bring out careful' and effi
cient management which will have
the effect of accomplishing the aim
of most commercial organizations;
namely, increasing net income.

ARTHUR DOUCETTE, an alum
nus of the Detroit Institute of
Technology (Pace Courses), has
been appointed assistant to the con
troller of the Acme White Lead
and Color Works, Detroit, Michi
gan, which recently became a part
of the Sherwin-Williams Company.
One of the most important of Mr.
Doucette’s many duties is the es
tablishment of a research depart
ment.

Speaking
of Pre
sump
tions ”
Continued)

notice of the fact that I had to
travel on the B. R. T. that morning.
The court acquiesced.
Again, there is the presumption
of consideration in contracts under
seal. Of course, if you are attempt
ing to prove an ordinary parol con
tract, no consideration will be pre
sumed; it will have to be proved.
But, if the contract is under seal—
a “specialty,” in other words—the
court presumes consideration, and
you are not required to adduce a
single fact in proof, unless and un
til the presumption is attacked by
facts in rebuttal. Under the old
common law, this presumption
could not be attacked at all—that
is, it was a conclusive presumption.
To-day, however, it is only a prima
facie presumption.
One of the best-known conclusive
presumptions of to-day is that in
connection with the Statute of Lim
itations; that is, if I loan you a
thousand dollars, and six years
elapse without any effort on my
part to collect the debt, the court
will conclusively presume that the
debt was paid. This presumption,
however, even though it is conclu
sive, is conclusive only for the ben
efit of the debtor, who may waive
it in writing, or by partial payment,
and thereby destroy the presump
tion and revive the debt.
Another conclusive presumption
is that which is raised in connection
with title by prescription. This is,
in point of fact, often the purest
fiction. But it may turn out to be
an exceedingly profitable bit of fic
tion. The theory is, in the law of
real property, that open and adverse
use of an easement or other incor
poreal hereditament for a period of
twenty years raises a conclusive
presumption that a grant of the
same was once made to you, but
that the grant was subsequently
lost; hence, your title. This is, in
deed, a case of “no evidence to the
contrary,” as in the case of the
golden calf of the Bible.
It may seem a trifle out of date,
but not so long ago it was no mere
academic question to ask, “ When
is a man presumed to have taken a
drink? ”
Now, even in the days before pro
hibition, the courts refused to be
lieve a man took a drink, unless it
could be proved that he had already
taken one before that—and even
then, only in case of extreme in
toxication :
“ While it is presumed that a man
is sober until shown to have been
intoxicated, yet, when he is shown
to have been very much intoxicated,
a court or jury may infer from that
fact alone that he had been drink
ing intoxicants, and if it was proved

that he took one drink, and his
whereabouts and abstinence were
not shown, and there was an oppor
tunity, it might also be inferred and
found without further proof that he
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drank more.” {Hoagland vs Canfield, 160 Fed. Rep. 146.)
The time seems to be imminent,
however, when a conclusive pre
sumption must arise that no man is
other than sober.
On what day was a document made
out? The law affords a presump
tion as to this, namely, that any
ordinary document, such as a letter,
power of attorney, abstract of title,
deed, etc., was made out on the date
indicated thereon. This, however,
is a prima facie presumption, and
may be rebutted by evidence to the
contrary.
Habits and customs of business
men give rise to certain important
presumptions in individual cases.
For example, the habit of business
men to retain valuable collateral in
their possession until the obligation
they secure is discharged, has been
recognized by the court over and
over again. Suppose you are the
maker of a promissory note. It is
overdue. It is in your possession.
The court says that that fact alone
raises a presumption that the note
was paid; otherwise, the last holder
of the note would still have re
tained it as evidence or security
for the obligation. This presump
tion, of course, is rebuttable. It is
conceivable that the original maker
may have stolen the note from the
last holder, or that the latter may
be foolish. Also, where the holder
of a mortgage takes no step, within
a reasonable time after maturity, to
secure payment, it will be inferred
that the mortgage was paid. This,
too, is only a prima facie presump
tion, subject to rebuttal by contrary
evidence. (17 N. Y. Suppl. 657; 63
Hun 183; 103 N. Y. 672.)
Accountants will please take no
tice:
“ In the absence of proof that an
entry in the defendant’s books,
showing that a certain claim against
the plaintiff was paid, was made
without the direction of some offi
cer or agent of defendant having
authority to direct it, it will be pre
sumed to have been made by its
authority, and to be correct.” (42
Fed. Rep. 363.)
Where a corporate seal is affixed
to a document by the corporation’s
secretary, it will constitute prima
facie presumptive evidence of be
ing authorized by the company.
And what do you think of the
postal service? Are you entitled
to presume that if you mail a letter
to your wife, or your best girl, it
actually gets there? Yes, says the
law.
Regularity of the mails in
transmission is presumed. But first,
it is necessary for you to prove
that the letter was properly ad
dressed to the person intended, at
his correct place of business or res
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idence where he usually receives
his mail. A post-mark on the en
velope raises an inference that the
article so stamped has been mailed,
notwithstanding the notorious cases
of “ decoy letters ” which have been
post-marked without being mailed
(1 Fed. 426; 17 Blatchf. 554).
If ten people are lost in a storm
at sea, all of them owners of a joint
estate, which of the ten survived
the others? In the absence of any
evidence to the contrary, there will
be no presumption of survivorship.
Certain circumstances may give rise
to an inference of fact, but there
will be no presumption of law:
“ That the accident was at sea;
that the husband was in the prime
of life and an expert swimmer,
while the wife was in feeble health,
does not authorize an inference that
the husband survived” (the wife).
(Fuller vs Linzee, 135 Mass. 468.)
Again, if you are ever elected
mayor of the city of New York, or
of any other city, will you be en
titled to the presumption, at the
close of your term, that you have
been regular in the discharge of
your duties? The law charitably
answers, “yes.” But it does not
clearly define just what “ regularity
of discharge ” means, except in a
general way: “ Such an officer, in
the absence of contrary evidence,
will be presumed to have performed
his official acts in due and proper
form.”
(McAndrews vs Radway,
34 N. Y. 511.)
Finally, one of the best-known
maxims of equity rests on a pre
sumption—that is, the maxim that
“ Equity considers that done which
ought to be done.” A familiar illus
tration is that of equitable conver
sion. If A contracts with B to
convey to him title to a parcel of
land, and dies before the convey
ance is actually effected by delivery
of the deed, equity may, in certain
cases, treat that parcel of land, in
so far as A’s heirs and personal
representatives are concerned, not
as realty, but as personalty, on the
strength of a presumption raised by
equity for the purpose of affording
an adequate remedy.
Judge Isaac Franklin Russell, for
merly Chief Justice of the Court
of Special Sessions, New York City,
on one occasion took a rather
unique advantage of this equitable
presumption.
He was summering in the Alps.
He arose bright and early one
morning, with a party bent on
climbing the Matterhorn before
breakfast.
“As I gazed up,” relates Judge
Russell, “ at those lofty, snow-clad
peaks towering toward heaven, and
then gazed back at the homely inn
whence issued the appealing fra
grance of ham and eggs sizzling on
the skillet, I could not but recall
that noble maxim that ‘ Equity con
siders that done which ought to be
done,’ and I let it go at that.”

English
Depart
ment
Credit
Letters
By
Horatio
N. Drury

ISNCE
a
large
amount of busi
ness is done on
credit, it is ex
ceedingly impor
tant to know how
to write letters
which are in any
way related to
'the
subject
of
credit. The most natural division
of credit letters is into letters that
request credit information and let
ters that answer such inquiries.
Credit information must always
be secured somehow about prospec
tive “ charge ” customers, whether
individuals or concerns. Frequent
ly, it is necessary to write to the
individual or the concern direct,
especially in the absence of credit
rating accessible to the public.
Banks are usually in a position to
give the desired information; con
sequently, many of them receive
large numbers of credit inquiries
every day.
Credit inquiries are difficult let
ters to write—particularly, inquir
ies addressed to the individuals and
concerns themselves. While such
letters should straightforwardly
ask for the information needed as
a basis for establishing credit,
pains should be taken to make the
tone courteously personal. Tact is
one of the greatest assets that the
writer of credit inquiries can pos
sess. Examine the following let
ters:

“We are in receipt of your favor
of the 7th instant requesting that
we permit you to open a charge
account with us. Before we will
be in a position to pass upon this
matter, we shall need full informa
tion about your financial responsi
bility. If you will fill out and mail
the enclosed credit card, we will be
able to give you a definite answer
very soon.”
The above letter is cold, imper
sonal, and suspicious in tone. It is
very likely that the recipient will
take umbrage at it and refrain from
giving the information desired—not
because of what is requested, but
because of how it is requested. The
letter might be rewritten, thus—
“We are glad to learn from your
letter of the 7 th that you think so
highly of our firm as to wish to be
come one of our charge customers.
“ You realize, of course, that be
fore we can enter into this business
relationship with you, it will be
necessary for us to have certain es
sential facts as a basis for a credit
rating.
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“We are therefore enclosing a
credit card which we shall greatly
appreciate your filling out and mail
ing at your early convenience. You
may expect to hear from us within
a few days after we receive the
card.”
“ Your order of April 26th,
amounting to $136.50, has been duly
received, but it is being held up
until we can find out something
about your financial responsibility.
This we have been unable to do,
because your firm is not mentioned
in either Bradstreet’s or Dun’s. If
you will give us the names of some
responsible concerns in your home
city, we will get in touch with them
as to your standing.
“ Trusting that you will realize
our point of view, we are— ”

This letter is stereotyped in ex
pression and impatient in tone. It
might be improved, as follows:
“ Thank you for your order of
April 26th, amounting to $136.50,
which we shall be glad to fill.
“ Since this is your first order,
you will doubtless be willing to fur
nish us with the names of three or
four firms with which you do busi
ness on a credit basis. If our posi
tions were reversed, we should ex
pect you to make the same request,
which we should take pleasure in
granting.
“We appreciate your order, and
we have no doubt that cordial busi
ness relations will soon be estab
lished between us.”

Letters answering credit inquir
ies often require great skill in plan
ning and in composition. Such let
ters should always be specific in
subject-matter and friendly, though
dignified, in tone. Great care should
be taken not to give offense unwit
tingly.
Whenever your letter is
likely to prove disappointing to the
reader, give the reasons for your
decision frankly, but express them
diplomatically.
*“ We have received your order
of June 7th for brass castings,
which we are pleased to fill, under
our factory number 7239, in ac
cordance with our usual credit
terms of 5 per cent., net 30 days.”
This letter is a poor one, largely
because it does not express appre
ciation of the establishment of
business relations, and because the
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tone is stilted and unduly formal.
A letter granting credit always has
an exceptionally good opportunity
to build good-will and lay the basis
for repeat orders. A better letter
would be:

“We are very glad to receive
your order of June 7th for brass
castings, and to accord you our
usual credit terms of 5 per cent.,
net 30 days. Your order will be
filled under our number 7239 and
will be shipped to you within a
week.
“ You are to be congratulated
upon your high business rating and
upon your successful business his
tory. Needless to say, we shall take
genuine pleasure in supplying you
with such of our products as your
needs may require. We look for
ward to a business association that
will be mutually advantageous.”
“ Thank you for sending me the Model
credit information which I asked Letters
for in my letter of the 6th. I ap
preciate your giving me all the
facts.
“ While I have no doubt that
your business will soon prove to be
a profitable one because of its na
ture and your sensible ideas of man
agement, just at present, the excess
of your capital and inventory val
ues over your liabilities is rather
slender. For that reason, it is my
judgment that for the time being
you should make your purchases of
fabrics and suitings on a cash
rather than a credit basis.
“ I have confidence in your busi
ness ability, and it will not be long,
I am sure, before your financial
statement will warrant the estab
lishment of credit relations. You
realize, of course, that, in the long
run, your interests will be safer
with a firm that is somewhat con
servative in its credit policies than
with a concern that believes in tak
ing chances.”

“ The Burton Company, about
which you made inquiry of our
bank in your letter of January 7th,
is said to be the leader in the pack
ing of beef and pork in Blanktown.
The company is old and well estab
lished, and we have been informed
that it does a large volume of busi
ness, which is apparently increas
ing, since during the past few years
the company has built several addi
tions to its plant and has added
materially to its equipment in other
ways.
“The financial statement of the
company which has recently come
to our notice indicates satisfactory
net earnings for 1918. Though the

indebtedness of the company is
rather high, it is amply offset by a
corresponding increase in cash and
merchandise.
“ The management of the com
pany has the reputation of being
very efficient. James D. Jones, the
secretary and treasurer, died about
a year ago, but his death evidently
has not unfavorably affected the
organization.
“Financial institutions—our bank
included—which have the accounts
of the company have no hesitancy
in granting it liberal credits. We
therefore are of the opinion that
the note to which you refer is a
legitimate bank instrument.”

“ Your letter of inquiry of March
18th in reference to the financial
standing of the Black & White
Manufacturing Company was re
ceived by the Credit Department
of our bank this morning. I take
pleasure in giving you such infor
mation as we have about this com
pany.
“ At the present time, the market
for their goods is fairly wide in
range, but the future of the market,
it seems to us, is just a trifle un
certain. This forecast is based, in
large part, on the rather erratic
career of the company.
“ For many years prior to 1915,
this company enjoyed enviable suc
cess. Under the executive leader
ship of Mr. Arthur Johnson, the
plant grew steadily, and the demand
for their output was consistently
strong. They but rarely went to
outside sources for financial help.
Considering the possibilities of the
company, they may have been overconservative at the time; but it
was their policy to finance their
own undertakings, and to expand
only as new capital was available
from within the company.
“ In 1915, there was a general
shake-up in the company. Mr. John
son retired from the business, and
with the appointment of his suc
cessor came changes all down the
line. The administrative policies
were reversed. Outside borrowing
began at once, and new additions
to the plant were made, new equip
ment installed, and a sales force
built up far in excess of the de
mand. Vigorous plans were prose
cuted to create markets. But the
same attention was not given to the
product itself. Quantity, not qual

CHARLES FROST, a graduate of
Pace Institute, New York, recently
passed the North Carolina examina
September, 1920
tions for certified public account
ant and was awarded his profes
a falling off, first of all; then came sional degree. Mr. Frost is an In
a decrease in total product mar ternal Revenue Auditor.
keted. Waves of success and de
pression seemed to alternate. GEORGE L. DAVIS, Pace Insti
There have been sporadic gains, tute, New York (Extension Divi
then repeated lulls. This kind of sion), has accepted the position of
marketing is not the best for such chief accountant with the Allied
a company. They need not undergo Machinery Company of America.
seasonal flourishes and relapses. He will leave shortly for India in
A steady market, a constant flow the interests of the company.
of production, was formerly main
tained, and could be, even now. We WALTER E. PAUL, a graduate of
question whether the good-will of Pace Institute, New York, and a
the company has not suffered con valued member of the accounting
siderably of late.
faculty of the Institute, was re
“ Black & White are borrowing cently appointed manager of the
frequently on short-time paper. In accounting department of Lewis,
addition to this, the plant is heav Murphy & Co., accountants and tax
ily mortgaged. Their quick assets advisers, New York City.
are proportionately low. Obliga
tions have not been met as promptly
EMIL DEUCKER, a former stu
as good policy would dictate.
“ The plant is a modern plant. dent at Pace Institute, New York,
The equipment is of the best. The has accepted an important execu
firm is of long standing. The serv tive position with The Bissinger
ices of a prominent accountant Company, Cleveland. Mr. Deucker
have recently been secured, pre was for several years connected
sumably to stop the leaks. There with the accounting department of
is groundwork for an excellent ex L. E. Waterman & Co., manufac
ecutive organization; but the turers of fountain pens, New York.
trouble of the moment lies in the
policy of the company as dictated MATHEWS J. HEILER, a Fed
eral Board Student who is attend
by the officers higher up.
“ Frankly, we do not feel we can ing Semester A at Pace Institute,
recommend to you the commercial Washington, and who is also a stupaper of this company. Certain sdent of the Foreign Service School
signs of retrenchment are in the at Georgetown University, recently
air, and in another six months, we won a scholarship which includes
may see Black & White on surer an eight weeks’ trip to South
footing. But as the situation now America to study business condi
stands, we would advise caution in tions.
buying any of the present offerings
of this company. We say this con “ THE MAIN THING is to main
fidentially, and are sure that you tain progress, even though you
will regard our report in that light. must go slowly. There is a great
The statements we have made are difference between moving ahead,
based on reliable information, and even at a slow rate, and standing
in expressing our opinion, we are still. In fact, standing still is a
intimating our own stand ' in the very difficult matter—it usually
means going backward.” Extract
matter of their paper.
“We are glad that you have writ from a letter by Homer S. Pace to
ten us before making any consider a Pace student.
able investment. Our credit facili
ties are always at your disposal, BERT DENTON, Semester C,
and we will take pleasure in sup Newark School of Accountancy
plying you with other similar data (Pace Courses), recently went
at your request, whenever we are abroad in the interests of the In
in a position to procure the infor ternational Committee of the Y.M.
mation you desire.”
C.A. Mr. Denton expects to be
abroad about a year. He will visit
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ROBBINS, public

ity, became the gauge of their new

BARNEY

ac

London, Liverpool, Paris, Berlin,

output.
“ The result was only the natural
outcome. The company began to
lose the prestige they had estab
lished. “ Repeat ” orders showed

countant, announces the removal of
his offices to suite 318-19 Metro
politan Bank Building, Washing
ton. Mr. Robbins is a Semester E
student at Washington.

Prague, and Warsaw, the last named
city being his ultimate destination.
Mr. Denton is to be assistant to the
chief accountant of the Warsaw
branch of the Y.M.C.A.
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September Classes in
Accountancy and Business
Organization—morning, after
noon, and evening classes—are now being
organized at Pace Institute, Washington, Boston, and
New York. Many of these classes have almost reached their full
quota of students; hence, immediate enrolment is necessary in order
to make sure of a class reservation.

Pace-educated men and women possess a dependable market
value. Their developed technical and administrative abilities almost
guarantee their eventual success as professional accountants, as
Government technicians and consultants, as business executives—
auditors, credit managers, cost accountants, treasurers, controllers,
and the like. Pace training lays the basis for increased usefulness
and increased income.

The Pace Courses—standardized, accredited, developmental
Courses—are available by Extension through the mails as well as
in Resident Schools. You are privileged to test the Extension
Course for a month’s trial instruction for $7, without any obligation
whatsoever to continue.
Send for descriptive Bulletin (specifying either Extension or
Resident) and for a complimentary copy of “Your Market Value,”
a 32-page booklet which gives a timely survey of post-war demands
and opportunities for Accountancy-educated men and women.

Pace & Pace
WASHINGTON
715 G Street, N.W.

NEW YORK
30 Church Street
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BOSTON
Tremont Temple

